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Uncertainty over future prices, especially
the price of world oil.    This uncertainty,
coupled with the fact that many utility
regulatory commissions allow a faster and
easier recovery of fuel costs compared to
capital costs, biases util ity management
away from capital  programs aimed at
displacing oil.

Inability to raise capital.    Many utility
companies, especially those with high levels
of oil  consumption, are in  a financially
weak condition._b/   For example, pre-tax
interest coverages for the industry overall  have
have dropped from values of 4X in the late
1960s to only 2X currently, j:/    In the
same period, the ratios of market value
to book value of utility stocks have dropped
from in excess of 1.3 in the late 1960s to
their current levels between .8 and 1.0.    The
oil-based utilities tend to have financial
ratios which are considerably worse than the
non-oil-based companies.    This is generally
a result of State regulatory authorities failing
to increase electricity prices on a timely
basis in conjunction with increases in production
costs.    Oil  and gas based utilities have faced
the most severe cost increases and as a result,
are generally in worse financial condition
than coal  and nuclear based utilities.    As a
result of these financial  problems, these
utilities will  not want to build generation
plants beyond that needed to meet load growth
r- which does not allow for the displacement
of oil  consumption.    There is some reason for
concern that many utilities may not even be
able to finance plants required to meet future
loads.    This problem is concentrated in a few
regions.

b/    A more detailed exposition of the financial   problems
facing this industry is contained in a draft report
completed by Booz-Allen & Hamilton,  Inc. for DOE
entitled "The Financial Health of the Electric Utility
Sector,  Implications to National Energy Policy, and
The Role of the Oil Backout Bill".

c/    Pre-tax  Interest coverage 1s the ratio of earnings available
~~     for debt interest payments to the dollar level  of interest
charges.    It provides a measure of liquidity and safety,

1-3omical  at current world oil  prices.    Even more will
